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KEY ECONOMIC INDICATC 


(All values in millions of dol 


1973 1974 
Actual Actual 
GNP 
Current Prices 2,342.5 2,970.5 
Constant (1962) Prices 1,687. 1,822.9 
Per Capita at Current Prices 
(actual peso value) 520. 640.2 


FINANCE/BALANCE OF PAYMENTS/TRADE 
Money (currency, demand deposits) 314. 
Time and Savings Deposits 244, 
Commercial Bank Loans 430. 
Public Bonds in Commercial Banks 62. 
Cost of Living Rise (percentage) 17. 
Net International Reserves 16. 
Balance of Payments (Net changes) 4. 
External Public Debt 335. 
Debt Service Ratio (percentage) i 
Exports (f.0.b.) 442. 
% U.S. Share 60. 
Imports (f.0.b.) 421. 
% U.S. Share 54. 


433.2 
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OTHER INDICATORS 
Central Government Revenues 360. 473.6 
Central Government Expenditures 387. 508.8 
Cement Consumption (000 MT) 673. 700.6 
Passenger Arrivals (000s) 227. 308.3 
Retail Sales 363. 379.3 
Electricity Sales (000MWH) 1,023. 1,097.0 
Private Housing Permits (units) 2,219 2,439 
Telephones (000s) 82.5 98.4 
Automobiles (000s 54.7 61.7 
Exports to U.S.(1975): Total 634.3; sugar and sugar by-p 
32.8; cocoa 28.0; bauxite 16.9; c 
ees from U.S. (1975): Total 449. ¥ machinery and tran: 
live animals 52.9; chemicals 44.3 





CATORS: DOMINICAN REPUBLIC 


dollars unless otherwise stated) 
Exchange Rate: 1 peso=1 dollar 


Population: 4.78 million (1975 
% Change 1975 % Change 1976 % Change 
74/73 Estimated 75/74 Proj. 76/75 
26.8 3,855.7 29.8 °-- --- 
8.0 1,910.4 4.8 --- --- 
23.0 806.6 26.0 == ee 
37.7 448.2 3.5 399.6 (May) --- 
47.6 467.5 29.4 455.8 (May) --- 
50.0 750.3 16.3 779.2 (May) --- 
2.0 103.4 63.3 98.0 (May) --- 
--- 20.0 °-- “-- o-- 
--- 40.7 --- --- --- 
--- 65.0 --- 2-- --- 
28.9 439.1(Sept.) --- -o- ooo 
--- 4.1 “-- oo- °-- 
44.0 893.8 40.4 306.5 (June) --- 
--- 71.0 --- 73.1 (June) --- 
59.5 772.7 14.8 390.9 (June) ooo 
“2° 58.1 oo- 58.1 (June) --- 
31.4 652.4 37.8 266.6 (June) eco 
31.3 664.9 30.7 171.8 (June) ee 
4.0 737.8 s.3 --- --- 
35.8 277.3 -10.0 --- --- 
4.3 --- coe -o- --- 
162 1,158.8 5.6 287.5 (March) --- 
9.9 2,247 o 78 --- --- 
19.3 110.9 12.7 o-- --- 
12.8 69.3 12.3 or- --- 


y-products 448.8; coffee 35.5; ferroalloys (ferronickel, etc.) 
); clothing 10.5; tobacco 10.0 
‘ransport equipment 179.8; manufactured goods 107.6; food and 
14.3; oils and fats (animal and vegetable) 23.5. 











SUMMARY 


Political stability for the country continues under President Balaguer, 
now in the third year of a third four-year term. Growth in real Gross 
National Product (GNP) for 1976 will be off from previous years. A 
major factor contributing to the expected decline in the growth rate 

is the deterioration in the national electricity network. With lower 
export earnings and higher import costs, the balance of payments for 
1976 will likely show a significant deficit, although of manageable 
proportions. The country has sufficient foreign-exchange borrowing 
power to pay forimports needed to fuel continued economic growth. The 
foreign exchange rate on the parallel market has remained steady in 
the first half of 1976. Government revenues and expenditures for 1976 
will decline from 1975 levels. Inflation will continue at a high rate, 
although less than in previous years. The Dominican Republic retains 
one of the most favorable foreign investment climates in Latin America. 
There are ample. construction and sales opportunities for U.S. firms in 
the Dominican Republic. 





CURRENT ECONOMIC SITUATION ANI) TRENDS 


Lessened Economic Performance. During the period 1969 to 1974 the 
Dominican economy enjoyed one of the highest growth rates in the world, 
averaging some 10 percent per annum increase in real Gross National 
Product (GNP). This strong performance was fueled by political sta- 
bility, a dynamic growth of exports, a deliberate policy on the part of 
the Dominican Government of restricting current budget expenditures 
while devoting heavy sums to capital investment for basic economic in- 
frastructure, large external aid from U.S. and multilateral sources, 
and a favorable climate for private investment, both domestic and for- 
eign. Despite the debilitating effects of a severe drought in 1975, 
the Dominican economy, led by a record export figure of $893.8 million, 
Still achieved a significant GNP growth of some 4.8 percent. 


At the beginning of 1976 the basic underlying stability of the Domini- 
can political and economic structure, along with a predictable recovery 
of the agriculture sector, augured well for a continued significant 
economic expansion, notwithstanding an anticipated decline in the terms 
of trade. 


Since adverse developments have in the meantime altered the picture, 

it appears now that there will be little, if any, economic growth this 
year. An increase of two percent is the most optimistic expectation. 

A sharp decline in sugar prices and the withholding of sugar from 

the international market for several months led to a contraction in the 
domestic economy. For the 12-month periods ending in March 1976 and in 
May 1976, money in circulation declined by 2.5 percent and 11.2 percent, 
respectively, partly as a result of reduced foreign exchange receipts. 
The Central Bank was able only in part to offset the contraction by its 
more liberal monetary policy. 


Even more damaging to the economy have been the electric power outages 
that have plagued all facets of life since last Spring. It is difficult 
to estimate the resultant damage to business and industry not fortunate 
enough to have standy-by generators, but irregular outages of one-third 
the working day or more will certainly cause industry, with a 17.8 percent 
share of GNP in 1975, and commerce with a 17.6 percent share, to be off 
in 1976. The electricity sector, accounting for 1.7 percent of GNP last 
year, will of course likewise decline. 


Other important sectors not so dependent on electricity are expected 

to grow barely enough to offset the decline of the above sectors. 
Farming, accounting for 11.7 percent of GNP, and livestock, 6.1 percent, 
should experience a moderate growth due to the recovery from the effects 
of the 1975 drought. But construction (7.3 percent of GNP), housing 
(7.6 percent), and the public sector (6.1 percent) will all be 
Sluggish this year. Prospects for mining (5.6 percent of GNP), a very 
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dynamic sector the past few years, are somewhat unsettled. Volume out- 
put of gold will rise but the price has fallen precipitately; ferro- 
nickel and bauxite production will evidently decline. But in the final 
analysis the performance of the economy is heavily dependent upon how 
rapidly the State-owned electric company starts up new generators and 
restores others. 


Balance of Trade and Payments. Historically high export earnings of 
$893.8 million in 1975 helped create a $65 million balance-of-payments 
surplus. Export earnings were led by crude sugar with $560.6 million 
(at an average price of 26.7 cents per pound); ferronickel followed with 
$104.5 million earned in foreign exchange, green coffee $34.5 million, 
tobacco $33.7 million, gold and silver $28.6 million, and raw cocoa 
$25.2 million. Based on a projected export figure of 1,050,000 metric 
tons (MT) and an average sale price of 13 cents per pound, sugar should 
earn $300.8 million in 1976. Every one-cent rise in the average sale 
price of sugar would bring in an additional $23 million in foreign ex- 
change. Also based on current volume and unit price projections, coffee 
should earn $64 million, cocoa $39 million, tobacco $35 million, and gold 
and silver $46 million. Judging from the first five months' results for 
ferronickel, its export earnings should be down slightly this year from 
last year. Dominican exports to the U.S. during the first six months 

of 1976 amounted to $224 million, off from the $392 million over the 
same period in 1975. The non-sale of sugar played a large role in this 
sharp decline. A total merchandise export figure of approximately $690 
million appears likely for 1976, the first drop in export earnings over 
the previous year since 1965. 


In 1975 the Dominican Republic imported $772.7 million worth of goods, 
14.8 percent over 1974. Imports of petroleum and its deriva- 
tives accounted for about $175 million of the total figure. Other major 
import groups include machinery, motor vehicles, iron and steel castings, 
grains, pharmaceuticals, and fats and oils (animal and vegetable). In- 
creased agricultural production should help hold down the rate of im- 
port growth this year. This increased production will come about due to 
the recovery from the 1975 drought and the elimination of some urban con- 
sumer subsidy policies which will provide more attractive returns for 
the food producer. U.S. exports to the Dominican Republic for the first 
six months of 1976 were $227 million, compared to $230 million last year. 
During the first six months of this year, total imports increased by 

8.9 percent over the comparable period in 1975. Assuming that the con- 
tinuing electricity shortages cause a lessened need to import capital 
and intermediate goods, a seven-percent import growth rate for 1976 
appears likely, meaning a total import figure of $826.8 million for the 
year. This would result in a deficit of about $136.8 million on the 
trade account of the balance of payments. 


Historically, the Dominican Republic has a net outflow on the current 
account balance of goods, services, and transfers while attaining a net 
inflow of capital. For 1975, the deficit on the current account was 
about $83 million while the surplus on the capital account was roughly 
$148 million. : 





For 1976 a significant balance-of-payments deficit is in prospect, 

though of manageable proportions. There are substantial medium and 
long-term loans available. Large short-term lines of credit could also 
be drawn upon to finance the deficit. The Dominican Republic entered 
1976 without any significant short-term obligations. It still has a 
very modest external public debt ($439 million as of September 30, 1975), 
with a debt-service ratio (relationship of servicing the external public 
debt to merchandise export earnings) remaining quite low at 4.1 percent 
for 1975. 


What new policies or measures may be formulated to confront a possible 
balance-of-payments deficit are unclear at the moment. There has been 
a recent changeover of the top leadership, including the Governor, at 
the Central Bank. Some adjustments may be made in both fiscal and 
monetary policy, but there have been no moves thus far to institute new 
import restrictions. A short-term policy tool which may be increasingly 
relied upon to meet a balance-of-payments deficit is increased borrow- 
ings on the international money markets, perhaps from commercial banks 
as well as from the International Monetary Fund. With net foreign ex- 
change reserves equivalent to the value of less than three weeks' worth 
of imports at the end of 1975, there is not much readily available cush- 
ion. For years, however, the Dominican Republic has operated on a nar- 
row margin of foreign exchange reserves. 


Parallel Market. The "parallel'' market for foreign exchange transaction, 
in effect a de facto partial devaluation of the peso, is becoming in- 


creasingly institutionalized as importers are forced more and more to 
obtain their foreign exchange there. President Balaguer recently denied 
that the Government intends to abolish the market. 


Throughout the first half of 1976 the parallel exchange rate remained 
steady with a fluctuation between 1.18 and 1.20 pesos to the dollar. 
Foreign investors who bring in foreign capital and register it with 

the Central Bank, of course, have access to dollars at the official 
rate of exchange of one-to-one. Profits can be remitted abroad only on 
registered capital. 


Delays in remittances of dollars by the Central Bank have been decreasing 
as foreign exchange receipts from the postponed sugar sales begin to flow 
in. Although a delay of about a month is the norm, there are sometimes 
longer intervals in making conversions. 


Fiscal Performance. A high percentage of the Dominican Government's 
expenditures comes from ordinary revenues due to its strong inclination 
to avoid deficit financing. Tax revenues as a percentage of GNP reached 
16.9 percent in 1975, one of the highest in Latin America. The Govern- 
ment was able to place some $60 million from 1975 budget receipts in a 
special reserve fund which will be used mainly for capital investment, 
probably in the agriculture sector. One cloud on the fiscal horizon for 
1976 is the likely reduction of revenues for the first time since 1965. 
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The Government relies heavily on import and export taxes, with some 

$332.4 million coming from this source in 1975. Of this $332.4 million, 
$153.5 million was: derived from export taxes, largely special sugar- 
export taxes on historically high prices. The fall in the price of sugar 
will cause export-tax revenues to drop, in spite of the increased export- 
tax receipts from booming cocoa and coffee prices, which, like sugar, 

have sliding-scale export tariffs. Total budget revenues and expenditures 
for 1976 should decline to levels between 1974 and 1975. This reduction 
in fiscal impetus will have a salutary effect on inflation and import de- 
mand, but will not help short-term economic growth. 


The Dominican Government in the past has followed a deliberate policy of 
restricting current expenditures while directing large sums to capital 
expenditures, but the likelihood of a sizeable fall in revenues may pose 
some problems in financing continued public investments. If the Govern- 
ment adheres to its policy of little deficit financing, but continues 
public construction, higher taxes would be the result. 


Monetary Policy. Contributing to substantial inflation during the early 
1970's were he large increases in the money supply with consequent 


rapidly expanding commercial bank credit. By the end of 1975, however, 
money supply had only increased by 3.5 percent over the previous year, 
and, as mentioned previously, there has been an actual decline thus far 
this year. The Central Bank did attempt to counteract a contraction 
this Spring by extending greater rediscounting privileges and by easing 
penalties for non-compliance of reserve requirements. 


Interest rates on saving and time deposits have not been changed recently. 
For several years demand deposits have had high reserve requirements of 
50 percent and time and savings deposits 30 percent. Rediscounting 
availability had been limited until this Spring. Further use of monetary 
policy may be in the offing as the authorities focus more on the economic 
situation. 


Inflation. The official consumer price index for the City of Santo 
Domingo showed a decline in the average cost of living of one percent 
for the first five months of 1976, although the rise in the month of May 
was almost sufficient to counteract the decline of all four previous 
months together. This short-term inflation decline can be attributed to 
lower food prices (resulting from increased agricultural production), 
lessened money supply, and a general slowdown in the economy. The price 
rise shown in May will probably continue, however, due to a lesser pro- 
duction of goods resulting from the electricity situation. 


Imported inflation, although less than in previous years, will also 
likely help contribute to an overall average price rise. Import value 
rose by 10 percent during the first five months compared with the same 
period a year ago, even though shippers report a decline in absolute 
volume of imports. An inflation figure of 10 to 12 percent is likely 
for this year. 
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Several Dominican Government policies are designed to reduce inflation. 
There are price controls on various foods and other consumer goods. 
Special export taxes on coffee and cocoa exports were established in 
1975 as the world price of these commodities went up sharply. Wages for 
Government workers have generally remained frozen. 


Income Distribution, Wages and Eup loyment. As in most developing coun- 
tries, income distribution remains highly skewed. For the past several 
years, wage increases in the public and private sectors have lagged be- 
hind inflation. With a very high population increase of about three 
percent annually, the growth in real per capita income for 1975 was 1.7 
percent compared with 4.7 percent for the previous year. There have not 
been any changes in the minimum wage or fringe benefits regulations since 
November 1974. About 1,285,000 people make up the country's labor force. 
An estimated 20 percent of the potential labor force in Santo Domingo is 
unemployed, with a considerably higher number underemployed. A similar 
or greater under-utilization of labor is prevalent in the rest of the 
country. Commercial bank loans' interest rates, varying between nine 
percent and the legal maximum of 12 percent, have for some time been 
below the inflation rate and thus contribute to a relatively high ratio 
of capital to labor. 


Favorable Investment Climate. The Dominican Republic has one of the 
most favorable attitudes towards investment, both domestic and foreign, 
in Latin America. Investment is regarded by the Dominican Government 
as a means of development and growth of the economy. High tariffs, 


special exonerations of duties on imports of capital equipment and inter- 
mediate goods, income tax and other exemptions, favorable credit policies, 
and comparatively low labor costs have encouraged industrial development. 


Excluding the large sugar mill operations, the industrial sector consists 
mainly of light industries like food, beverages, tobacco, textiles, furn- 
iture making, and chemical manufacturing. Self-sufficiency in cement 
production will be attained with the opening of two new cement factories. 
CORDE, a large State-owned holding corporation, plays a significant role 
in Dominican industry and has plans to build a third new cement plant. 


The Generalized System of Preferences (GSP) established by the U.S. at 
the beginning of 1976 resulted in the elimination of tariffs on many 
items exported from the Dominican Republic to the U.S. Even more in- 
portantly, items not currently exported from the Dominican Republic now 
may become competitive in the U.S. market. 


ALCOA will begin new contract negotiations this fall with the Dominican 
Government as the temporary agreement on continuing its bauxite con- 
cession expires at the end of the year. The Dominican Government and 
U.S.-owned Rosario, which operates a large gold-mining and smelting 
enterprise, are still negotiating terms of a possible Government-par- 
ticipation in a proposed enlargement of the concession. U.S. investors 
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in the Dominican Republic have taken out over $300 million in Overseas 
Private Investment Corporation (OPIC) insurance, the third highest total 
in the world. Cariboil, Whiteshield, Eastern, and Las Mercedes of 
Venezuela are seeking oil exploration rights from the Government. 


The strict Dominican Agent-Distributor Law, which may be tightened even 
further, makes foreign firms more reluctant to engage or retain Domini- 
cans instead of other nationals as their representatives. The lack of a 
bonded arrangement for moving containerized freight through customs with- 
out breaking out the contents of the containers is a hindrance to trade. 
Another is the continued need for a consular invoice on shipments to the 
Dominican Republic. The Government also announced in early 1976 that a 
law passed in late 1975 requiring all merchandise imports of the Domini- 
can Republic to have maritime insurance from an insurer located in the 
country would be enforced. 


Industrial Parks and Free Zones. Three Dominican industrial free zones, 
where materials are brought in duty-free, processed by local labor, and 
re-exported duty-free, continue to expand. These zones help to increase 
employment and technological development of the country. Foreign-owned 
plants in these zones are not subject to income taxes and pay workers 
Slightly less. Existing zones at La Romana, San Pedro de Macoris, and 
Santiago have over 40 plants and employ above 4,000 workers. Haina 
(which will become the main commercial port for Santo Domingo) has plans 
for a zone as well. Under special circumstances, an individual factory 
outside the established zones may be declared a free-zone enterprise. 
Haina, Santiago, and Herrera (western part of Santo Domingo) also have 
industrial parks in varying stages of development. 


Shipping. No major air or ship cargo rate or route changes were announced 
during Bc first half of 1976. A Port Authority was created for the 
planned Haina modernization program. The Dominican Republic has been 
participating as an observer in the meetings of the new Caribbean shipping 
line NAMUCAR which is to be owned and operated jointly by various govern- 
ments of the area. 


Construction and Tourism. Opportunities for construction activity in 

the Dominican Republic remain attractive. Loews and Sheraton are nearing 
completion of first-class hotels in Santo Domingo. Placing high priority 
on increasing foreign-exchange earnings from tourism, the Dominican 
Government gives various incentives to tourism development. Attractions 
for tourism include the pleasant climate, excellent beaches, proximity 

to the U.S., and relatively low prices. Cruise ships are stopping in- 
creasingly at Santo Domingo and Puerto Plata. A contract worth above 
$4.0 million to improve the docking facilities for cruise ships at Santo 
Domingo has recently been signed. Gulf + Western, with four luxury ho- 
tels in the country, plans to build a $20 million tourist complex at 
Bayahibe, east of La Romana. Club Mediteranée has just finalized plans 
for a $14 million resort in Punta Cana, at the eastern-most edge of the 
island. 
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Infrastructure is being laid out for a two-part tourism project on the 
north coast near Puerto Plata and Rio San Juan, financed in part by a 
World Bank loan. Various U.S. firms will be operating hotels in the 
area. Plans exist to build a terminal and support facilities for an al- 
ready completed airport runway near Puerto Plata designed to handle 
Boeing 747's. The Dominican Government has also begun to move ahead on 
another tourism project on the south coast near Boca Chica with likely 
Inter-American Development Bank (IDB) financing. Work on the moderniza- 
tion of the port of Haina with $35.5 million financing from the IDB and 
$12 million from the Dominican Government should be getting underway 
later this year. Frederic R. Harris will soon be submitting its final 
design version of the $150-million four-lane highway between Santo 
Domingo and Santiago. 


The State electric corporation is nearing completion of the installa- 
tion of two 80 Megawatt (Mw) units at Haina under GE supervision, and 
has received Export-Import Bank financing for a $47 million project 
involving a 116 Mw thermal unit, transmission lines, and substations 
which should begin operation in the latter half of 1979. Four other 
116 Mw units are scheduled to be completed by 1984 with related support 
equipment. The multiple Tavera-Bao dam project is being considered for 
some $36.7 million of IDB funding. 


Also being planned are other smaller dams such as Mao, Chavén, Sunate, 
Haina, and Duey; irrigation systems including the Yaque del Norte 
project; airports; highways, hospitals; breakwaters; docks; sugar mill 
modernization of State-owned CEA, which produces more than 60 percent 
of the country's sugar; telephone expansion by the Canadian subsidiary 
of GT&E; and parking garages for the City of Santo Domingo. 


IMPLICATIONS FOR THE UNITED STATES 


President Balaguer is in the third year of a third four-year term 
characterized by continued political stability. The Dominican Republic 
is the largest market for U.S. goods in Central America and the Carib- 
bean, importing $449.3 million from the U.S. during 1975. 


American products are quite competitive with other foreign goods, and 
are prized in the loca] market for their quality, quick delivery, good 
follow-up servicing, and easy accessibility to spare parts. 


The great deal of construction activity mentioned previously offers in- 
portant opportunities in materials, equipment, and consulting and 
supervisory services. The number of service contracts for feasibility 
Studies design, and engineering will be high. 


Direct sales opportunities include pumps and centrifuges, valves, irri- 
gation systems, water supply and sewage equipment, agricultural machinery 
and equipment, motor vehicles, oils and fats, food processing and pack- 
aging machinery, construction supplies and equipment, chemicals, 
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pharmaceuticals, household appliances, office equipment and supplies, 
paper and related products, small tools, hardware items, electronic 
gear, md electric generators. Other items demanded include graphic 
supplies, health care industries equipment and instrumentation, metal 
working machinery, communications gear, hotel and restaurant furnishings 


and supplies, cooling and refrigeration equipment, sport and leisure 
goods, and textiles. 
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